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BEFORE THE ARIZONA CORPORATION COMMISSION 
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Arizona C @ ~ ~ @ r ~ t i ~ n  Commissioo 

COMMISSIONERS 
b/f:\.Q 3 8 7,011 

GARY PIERCE, Chairman 
BOB STUMP 1 - -  -7 

SANDRA D. KENNEDY 
PAUL NEWMAN 
BRENDA BURNS 

[n the matter of: 1 DOCKET NO. S-20772A-10-0489 
1 

PAYNE, husband and wife, ) 
) 

OLSON, husband and wife, 1 
) 

limited liability company, ) 
1 

limited liability company, 1 
) 

Respondents. ) 

ARTHUR BRENT PAYNE and CAROLYN L. ) 

MICHAEL RICHARD OLSON, and JANE DOE ) 

STEEPLE ROCK FUNDING, L.L.C., an Arizona ) 

GRANITE LOAN FUND, L.L.C., an Arizona ) 

SECURITIES DIVISION’S 
RESPONSE TO RESPONDENTS’ 
MOTION FOR ORDER DIRECTING 
THE EXECUTIVE SECRETARY TO 
ISSUE A SUBPOENA FOR THE 
DEPOSITION TESTIMONY OF 
INVESTIGATOR CLYDE J. 
HANSELMAN 

The Securities Division (“Division”) of the Arizona Corporation Commission responds to 

Respondents’ March 4, 201 1, “Motion For Order Directing The Executive Secretary To Issue A 

Subpoena For The Deposition Testimony Of Investigator Clyde J. Hanselman (“Motion”), and 

requests that it be denied for the factual and legal reasons set forth below. 

A. 

This case arises from the fact that on December 10, 2010, Respondents Arthur Brent Payne 

(“Payne”), Michael Richard Olson, Steeple Rock Funding, L.L.C. (“SRF”) and the Granite Loan 

Fund, L.L.C. (“GLF”) were engaged in a wide ranging general solicitation and advertising 

campaign to persuade investors to purchase two types of unregistered, investment contracts 

securities in violation of the Arizona Securities Act (“Act”) including: (a) limited liability company 

membership interests in GLF (the “GLF Investment(s)”); and (b) investments in similar 

Introduction to Respondents’ Extensive Securities Offering 
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“Customized” limited liability companies formed and managed by Payne and Olson on behalf of 

investors (the “Customized Investment(s)”). (See, e.g., December 10, 2010, “Temporary Order 

To Cease And Desist And Notice for Opportunity For Hearing, at q716-25, 30-32 (the 

“TC&D”)). 

Prior to the filing of the TC&D on December 10, 20 10, Respondents were offering: (a) 400 

GLF Investments at a cost of $25,000 each, for a total GLF Investment offering of $10,000,000; 

and, (b) an unlimited number of the Customized Investments at a cost of $1,000,000 each. 

Respondents offered both the GLF and Customized Investments to offerees at the same time. 

(TC&D, at 7734-35). 

Respondents promised offerees that they would use investment funds to make real estate 

loans to borrowers so that they could purchase foreclosed or distressed real estate (the “Loans”). 

(TC&D, at 779-11, 16-17). The Loans would have charged borrowers, who apparently could not 

qualify for traditional bank financing, interest at the rate of up to eighteen percent per annum. 

(TC&D, at 714). As noted on Respondents’ website at www.steeplerockfundinn.com (the 

.‘Website”), Respondents represent to offerees that, “[tlhe successful operation of our business is 

dependent upon funding provided by investors whose funds support the loans we make.” 

(emphasis added). 

Respondents publically advertised the investments, in part, via the “Granite Loan Fund” 

page on their Website (the “GLF Page”). (See, Copy of the GLF Page provided to the Division 

by Respondents attached to this Response as Exhibit “A,” at ACC000302). Respondents 

apparently de-published the GLF Page after receipt of the TC&D. 

As noted on Respondents’ GLF Page, Respondents represented to the general public that the 

Investments were safe, secure and would provide investors with “exceptional,” annual returns of 

approximately eight to eleven percent. (See, TC&D, at 719-20). As also noted on Respondents’ 

’ To date, Respondents have not filed an answer to the TC&D. An evidentiary hearing date has not yet 
been set. Once discovery is complete, the Division will evaluate whether the filing of an amended TC&D to 
conform to the facts is warranted. 
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GLF Page, Respondents further represented to potential investors that Respondents’ loan borrowers 

had “[l]ow historic default rates,” despite the fact that Respondents have apparently not issued any 

loans funded in whole, or in part, with Investment investor money.2 

Respondents also engaged in the mass mailing and/or delivery of well over a hundred 

Investment solicitation letters and emails to a large number of: (a) persons and entities that were 

determined by Respondents to be licensed investment advisers, for instance, after conducting 

Internet web ~earches;~ (b) lawyers and certified public accountants; and (c) previous 

acquaintances, friends and/or family. Respondents also provided face-to-face sales presentations to 

promote the Investments on at least three occasions that were attended by some persons with whom 

Payne and Olson had no pre-existing relationship. (See, e.g., February 11,2011, letter from Paul 

Roshka to Mike Dailey generically identifying many investment offers, seminars, etc., 

attached as Exhibit “B;” also, Copy of detailed form letter provided to the Division by 

Respondents’ former counsel with which they also provided offerees with their investment 

executive summary, and six sided brochure is attached as Exhibit “C;” Copy of letter 

provided to the Division by Respondents’ former counsel, that was mailed by respondents to 

offerees with which they also forwarded their Private Offering Summary and related 

documents is attached as Exhibit ccD’’).4 

Respondents apparently did not sell any Investments. (Motion, p.4:12-13). Also, a search of the 
Maricopa County Recorder’s Website fails to reveal any deeds of trust relating to any loans underwritten, 
originated or issued by either the SRF or GLF. 

In this case, Respondents’ improperly engaged in a general solicitation to find investor “finders” to assist 
Respondents in effecting transactions in securities. See e.g., Pennsylvania Securities Commission, SEC No- 
Action Letter (Jan. 16, 1990). For instance, a cold mass mailing of a brochure summarizing a private 
placement memorandum for a Rule 505/506 offering which was made to broker-dealers, investment 
advisers, accountants and attorneys (addresses obtained from mailing lists) would be a general solicitation, 
regardless of whether the recipients were viewed as investors or merely conduits to investors, and despite 
the fact that the brochure: (a) was purportedly limited to “background information and reference 
and (b) claimed to not be a solicitation of an offer to buy any security. Id. Although Respondents were 
apparently relying on such finders to tell Respondents whether their clients were suitable, Respondents were 
obligated to have some independent basis for making such a determination on their own, beyond the finders’ 
own certifications regarding the same. 

In compliance with A.R.S. 3 44-2042, all exhibits attached to this Response were either previously 
provided to Respondents’ counsel by the Division, provided by Respondents to many investment offerees in 
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Respondents often mailed the Investment solicitation letters, including the attached sales 

documentation to persons: (a) that Mr. Payne or Mr. Olson had no pre-existing relationship with; 

and/or (b) to persons whom neither Mr. Payne nor Mr. Olson had previously spoken. (See, e.g., 

TC&D, at 7y21-32).5 

B. 

As noted in the pending TC&D, an Arizona resident viewed Respondents’ GLF Page and 

requested information from Respondents regarding the GLF Investments by completing a form on 

the “Contact Us” page of Respondents’ Website. (TC&D, at 721). 

Involvement Of Division Investbator Clvde J. Hanselman 

This potential Arizona investor is Division Special Investigator Clyde J. Hanselman. 

When Mr. Hanselman completed the “Contact Us” page on Respondents’ Website to 

request information regarding the GLF Investments, he used the undercover name “C J Hansel.” 

(See, February 25, 2011, letter from Mike Dailey to Paul Roshka, and attachments, at 

ACC000001, attached to this Response as Exhibit ‘‘E”).‘ 

part via their Website, and/or were provided to the Division by Respondents’ counsel such that they already 
had possession of the same. 

To date, Respondents have not claimed that the GLF and Customized Investments are not securities. 
Rather, they claim that their securities offering was exempt from the registration requirements of the Act 
under A.R.S. 0 1844(A)(1) relating to securities “Transactions by an issuer not involving any public 
offering” and/or R14-4-139, R14-4-140 and Rule 126(E) and (F). (See, e.g., December 17, 2010, letter from 
Respondents’ previous attorney Jerry L. Cochran to Julie Coleman, attached hereto as Exhibit “G”). 
Respondents cannot meet their burden of proving strict compliance with these exemptions from registration, 
in part, as follows: (1) A.R.S. 5 1844(A)(1), and Rules 506 and 505 of Regulation D, and Rules14-4- 
126(E),(F), do not apply given Respondents’ wide ranging public advertising regarding the investments, and 
general solicitation for investors as set forth, in part, herein; (2) R14-4-139 is inapplicable pursuant to R14- 
4-1 39(C), and because Respondents’ “General Announcement” or the GLF Page does not include the 
required language contained in R14-4- 139(H)(6)(b),(c) & (d), Respondents distributed sales documents to 
persons they could not have “reasonably” believed to have been qualified purchasers contrary to R- 14-4- 
139(D), and (J)(1),(2) and Respondents did not provide the required fee, the GLF Page or any other 
document to the Division as required by R4-14-4-139W); and (3) R14-4-140 is inapplicable because, 
without limitation, Respondents GLF Page, Website and solicitation letters and attachments include 
information well beyond that allowed under R-4-14-140(F), because the GLF Page does not include the 
information required by R14-4- 140(F)(6)(b),(c), Respondents provided Investment sales documents to 
persons they could not have “reasonably” believed to have been accredited investors in violation of R14-4- 
140(H), and because for instance, Respondents clearly offered at least $10,000,000 worth of the GLF 
Securities, or well over the $ l M  limit imposed by Rule 504 and/or R14-4-140(A)(3) and (B). See e.g., 17 
C.F.R. 5 230.504(b)(2). 

The form on the Contact Us page of Respondents’ Website used by Mr. Hanselman did not state that 
Investment inquiries could only be made by accredited, sophisticated and/or qualified investors. 
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In response, Mr. Olson sent to Mr. Hanselman, a total stranger whether named Mr. 

Hanselman or Mr. Hansel, an email offering to sell Mr. Hanselman the investments that stated: 

CJ, 
Thanks for your interest in the Granite Loan Fund sponsored by Steeple 

Rock Funding, L.L.C. Enclosed is a brief summary outlining our business model 
and investment rationale. Please provide your mailing address and I will mail to 
you our complete private placement documents for review. 

:the “First S~l ic i ta t ion”) .~  (See, TC&D,  722; also, Exhibit E, at ACCOOOOOl)(emphasis added). 

Attached to the First Solicitation was a detailed, three-page document titled “Executive 

summary [of Respondents’] Secured Short-Term Residential Trust Deed Investments’’ (the 

‘Executive Summary”). (See, TC&D,  at 722-23; also, Exhibit E, at ACC000002-4). 

Like the GLF Page, the Executive Summary: (a) was intended by Respondents to generate 

nterest on the part of Mr. Hanselman in purchasing the investments; (b) provided a summary of 

iespondents’ Loan and related investment strategies; and (c), included: 

~ 

’ The phrases “Offer to sell” securities, and “offer for sale” are broadly defined in the Act as, “an attempt or 
Iffer to dispose of, or solicitation of an order or offer to buy, a securi ty...” See, A.R.S. 5 44-1801(15). 
41~0. the Preamble to the Act states that: 

The intent and purpose of this Act is for the protection of the public, the preservation of fair and 
equitable business practices, the suppression of fraudulent or deceptive practices in the sale or 
purchase of securities, and the prosecution of persons engaged in fraudulent or deceptive 
practices in the sale or purchase of securities. This Act shall not be given a narrow or restricted 
interpretation or construction, but shall be liberally construed as a remedial measure in order not 
to defeat the purpose thereof. 

Zourts uniformly construe the term “offer” within securities cases broadly. See, e.g., Hocking v. Dubois, 
885 F.2d 1449, 1457-1458 (gth Cir. 1989)(citing with approval a U.S. District trial court decision finding 
;hat a newsletter stressing the importance of shareholders’ soliciting others was an “offer to sell” securities, 
:he Ninth Circuit Court of Appeals noted that, “the term ‘offer’ has a different and far broader meaning in 
;ecurities law than in contract law.”); Moses v. Carnahan, 186 S.W.3d 889, 900-904(Mo. App. 2006)(citing 
:ases and noting that the term “offer” has a different and far broader meaning in securities law than in 
sontract law, appellate court agreed with the Missouri Commissioner of Securities who found that president 
Df corporation “offered” securities of corporation to attendees at meeting at car dealership; though president 
did not make a valid binding contractual offer and no actual sales resulted, attendees at meeting believed 
that the purpose of the meeting was to invest money in corporation, employee described corporation’s 
product, president made a presentation designed to generate investment interest, and the price and value of 
sorporation’s convertible notes were discussed). 
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A. 

B. 

A one page document titled “Investment Vehicles” describing the benefits of 

purchasing the GLF and $1,000,000 Customized Investments (the 

“Prospectus”); and 

A one page spreadsheet titled SRF “Schedule of Projected Investor Returns” 

detailing possible annual investment returns and/or investor profit distributions 

ranging from $8,000 to $1 1,040 per $100,000 of purchased GLF and/or Customized 

Investments depending on a variety of Loan factors and investor capital utilizations 

(the “Schedule”). (TC&D, at 7722-23; see also, Exhibit E, at ACC000001-4). 

Prior to providing Mr. Hanselman with the First Solicitation, Mr. Olson did not conduct any 

[nquiry, or ask Mr. Hanselman (Le., total stranger), for example: (a) how Mr. Hanselman had heard 

about Respondents or their investments; or (b) whether Mr. Hanselman was an “accredited” 

Investor. At no time did Mr. Hanselman speak to Respondents. Mr. Hanselman clearly had no 

substantial, pre-existing relationship with Respondents. At no time did either Mr. Payne or Mr. 

Olson request to meet Mr. Hanselman. Respondents’ did not obtain Mr. Hanselman’s contact 

information from a database of pre-screened, accredited investors. 

Further, the First Solicitation and the attached Executive Summary, Prospectus and 

Schedule did not include any restrictions on the ultimate dissemination on the part of Mr. 

Hanselman of said offering materials. (See, Exhibit E, at ACC000001-4).* 

As noted in the TC&D, Mr. Hanselman next provided Mr. Olson with a mailing address as 

requested by Mr. Olson to which Mr. Olson could provide Respondents’ “complete private 

placement documents” for Mr. Hanselman’s review. (See, TC&D, at 725; also, Exhibit E, at 

ACCOOOOO5). 

’ The Website and GLF Page should not be viewed in isolation. Rather, the: (a) Website; (b) GLF Page; (c) 
Mr. Olson’s First Solicitation email asking for Mr. Hanselman’s mailing address so that Mr. Olson could 
mail Mr. Hanselman Respondents’ “our complete private placement documents for review;” (d) the 
3ttached, detailed “Executive Summary” regarding Respondents’ “Secured Residential Trust Deed 
[nvestment Program;” (e) Prospectus; and (f) and Schedule of projected Investment profits, etc., when 
viewed together, clearly constitute an offer of securities, and public advertising and/or a general solicitation 
for investors. 
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In response, Mr. Olson sent Mr. Hanselman an email after the fact requesting Mr. 

Hanselman to confirm that he was an accredited investor, “generally defined as having a net worth 

that exceeds $1 MM, exclusive of home, home furnishings and automobiles, or individual income 

from all sources in excess of $200,000 in each of the two most recent years.” (emphasis in 

xiginal). (See, Exhibit E, at ACC000012) 

In response, Mr. Hanselman sent Mr. Olson an email stating that Mr. Hanselman met the 

requirements for being an accredited investor. (TC&D, at q26; also, Exhibit E, at ACC000012). 

Mr. Olson then immediately mailed a letter signed by Mr. Olson to Mr. Hanselman written 

3n SRF letterhead that urged Mr. Hanselman to complete the enclosed GLF Investment 

‘Subscription Agreement” and GLF “Capital Member Signature Page,” and to return said 

iocuments to Respondents for processing (the “Second Solicitation”). (TC&D, at 727; also, 

Exhibit E, at ACC000014-99). 

The Second Solicitation letter further states: 

We thank you in advance for considering an investment in Granite Loan Fund, and 
upon completion of the subscription documents and [by providing us with] 
investment funds, we look forward to communicating with you regularly when 
quarterly distributions from the fund are processed and disbursed. 

[See, Exhibit E, at ACC000017) (emphasis added). 

The Second Solicitation letter included, without limitation: 

A. A detailed, tri-fold, six sided color brochure titled “Granite Loan Fund” that further 

describes Respondents’ Loan and related investment strategies, and the benefits of 

purchasing the GLF Investments (See, TC&D, at 729(A); also, Exhibit E, at 

ACC000018); and 

A fourteen page GLF Investment “Private Offering Summary” dated November 1, 

2010, numbered “Document #11-30”, and related attachments including: (a) two 

copies of an eleven page Subscription Agreement for GLF Membership Interests and 

Special Limited Power of Attorney; (b) biographies for Mr. Payne and Mr. Olson; 

B. 
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(c) a twenty five page GLF Operating Agreement, and related attachments including 

a proposed use of investor funds summary, and copy of the Schedule; (d) a set 01 

“SUBSCRIPTION INSTRUCTIONS”; and (e) two copies of the GLF Operating 

Agreement “Capital Member Signature Page.” (See, TC&D, at y29(B); also: 

Exhibit E, at ACC000020-99) (emphasis added). 

These additional investment offering materials were received by Mr. Hanselman on or about 

December 3,2010. (TC&D, at 729). 

Based, in part, on the foregoing, the Division filed the TC&D soon thereafter on December 

10,2010. 

C. Respondents’ Request to Depose Mr. Hanselman, the Division’s Provision of 
All Communications Between Mr. Hanselman and Respondents & Respondents 
Unreasonablv Overbroad and Unnecessary Request for Documents and 
Information. 

As noted in their Motion, Respondents’ second set of attorneys requested undersigned 

counsel to make Mr. Hanselman available for a discovery deposition. 

In response, the Division voluntarily provided Respondents with redacted copies of all 

communications in the possession of the Division that were exchanged between Mr. Hanselman 

and Respondents (the “Written Communications”). (See, Exhibit E, at February 8, 2011, letter 

from Division Legal Assistant Veronica Sandoval to Paul Roschka, forwarding the Written 

Communications, at ACC000001-99). 

Because Mr. Hanselman did not meet with or speak to Respondents, the allegations of the 

TC&D concerning all communications exchanged between Mr. Hanselman and Respondents are 

limited to, and do not go beyond the facts set forth in the Written Communications. 

The Division next requested Respondents’ counsel via email dated February 24, 201 1, to 

elaborate on the scope and nature of the types of questions that Respondents desired to ask Mr. 

Hanselman. (See, Motion, at Exhibit 4). In response, Respondents counsel stated as follows: 
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I haven’t thought it completely through but certainly [I] want to discuss CJ Hansel 
and his activities at a minimum. 

:See, Motion, at Exhibit 4). 

The Division next wrote a letter to Respondents’ counsel dated February 25, 201 1 , that: 

(a) expressed the concern that any deposition of Mr. Hanselman would be limited due to 

the applicable attorney-client, work-product and investigative privileges, and the 

confidentiality provision of the Act, A.R.S. 0 44-2042; 

(b) requested Respondents to provide their “reasonable need” to conduct Mr. 

Hanselman’s deposition as required under A.R.S. 9 41-1062(A)(4) of the Arizona 

Administrative Procedures Act, especially in light of the fact that Respondents may 

cross-examine Mr. Hanselman at the evidentiary hearing; and, 

(c) requested Respondents to consider an alternative in the form of stipulated 

facts/testimony concerning Mr. Hanselman’s dealings with Respondents. 

:See, Motion, at Exhibit 5). 

Rather than providing the Division with their “reasonable need” to depose Mr. Hanselman, 

Respondents filed their Motion on March 4,201 1. 

In addition to their deposition request, Respondents also foreshadowed a forthcoming 

motion for the production of documents and information from the Division including, without 

limitation: 

P For all computers at the Division or in the possession and/or control of the Division’s 
employees with access to the Internet: the search history (Le., google, yahoo, bing, or other 
search engines) for the term “Steeple Rock Funding.” 

P The website history and internet search history for any computer or Internet connected 
device (including, but not limited to, a cellular phone or smart phone device (Le., 
Blackberry, iPhone, Droid, etc.) used by Investigator C.J. Hanselman from November 1 - 
December IO,  20 10, including but not limited to any personal or work computer in which he 
sent and received emails at the address ci .hansel@,vahoo.com 

(See, March 4, 2011, letter from Respondents’ counsel Jennifer Baker to Mike Dailey, at 

779,11, attached to this Response as Exhibit “F”). 
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The Division briefly addresses this extremely overbroad, unnecessary request for production 

of documents and information at the end of this Response. 

D. Legal Argument 

The Administrative Law Judge (“ALJ”) should deny Respondents’ Motion for the 

deposition of Mr. Hanselman because: (1) Respondents’ Motion is not supported by applicable 

administrative law; (2) Respondents cannot demonstrate that they have a reasonable need to depose 

Mr. Hanselman; (3) any deposition of Mr. Hanselman would necessarily be limited by the attorney 

client, work product and investigative privileges, and the confidentiality provision of the Act, 

A.R.S. 6 44-2042; and (4) Respondents have failed to properly consider available, reasonable 

alternatives to a pre-hearing, discovery deposition of Mr. Hanselman including their ability to 

cross-examine and confront Mr. Hanselman at an evidentiary hearing, their ability to examine their 

own business records and to interview their Investment offerees. 

Simply put, there is nothing for Respondents to “discover” from Mr. Hanselman. 

1. Respondents’ Reliance on a Civil Case and the Arizona Rules of Civil 
Procedure is Misplaced. 

In support of their Motion, Respondents cite the legally and factually distinguishable case of 

Slade v. Schnieder, 212 Ariz. 176, 181-182, 129 P.3d. 465, 470-71 (App. 2006), for the proposition 

that in that case, the “Commission waived protections of confidentiality statute, A.R.S. 6 44-2042, 

by making confidential information a matter of public record when it filed the information in its 

complaint.” (Motion, at pp. 2:20 to 3:3).9 Respondents are not correct for several reasons. 10 

As a threshold matter, the Commission cannot “waive” the legislative mandate imposed by the confidentiality statute 
of the Act, A.R.S. 5 44-2042. Thus, to the extent the Slade Court used the term “waive” to support its decision, the 
court was incorrect. 
lo As discussed herein, the Slade case actually does not hold that the Commission waived the confidentiality 
provision of the Act, A.R.S. 9 44-2042, by merely including the facts uncovered by its investigator in a civil 
complaint as suggested by Respondents. Rather, the Slade Court narrowly held that the records at issue 
were not confidential under the statute because the Commission had made a matter of public record a 
detailed sworn, affidavit executed by the investigator in support of the Commission’s complaint (i. e . ,  
information was not confidential because it had been made a matter of public record). 
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First, Slade involved a “civil” complaint filed by the Commission in Maricopa County 

Superior Court. Slade, 212 Ariz. at 177, 129 P.3d at 466. Conversely, this is an administrative 

case governed by the Act, the Rules of Practice and Procedure Before the Commission, and the 

Arizona Administrative Procedures Act. As such, Respondents do not have a due process right to 

conduct discovery or to depose Mr. Hanselman under the civil rules of procedure at issue in the Slade 

case. 

Rather, as discussed further below, the ALJ may order very limited discovery, but & upon a 

showing of “reasonable need.” See, A.R.S. 6 41-1062(A)(4). Because the Slade decision does not 

zven discuss the administrative rules applicable in this case including the requirement that respondents 

demonstrate a “reasonable need” to conduct any discovery, Respondents’ Motion should be denied. 

Second, an investigator’s detailed, sworn “affidavit” was filed in the Slade case in support of 

the Commission’s complaint for a temporary restraining order, the appointment of a receiver and an 

order freezing the defendants’ assets. The investigators’ testimonial affidavit: 

explained his duties as including interviewing victims, witnesses and suspects; 
examining evidence; managing case files; preparing and serving subpoenas, other 
legal documents and reports; and testifying in judicial proceedings. The 
investigator referred to specific numbers of Mathon Fund and Mathon Fund I 
investors that the Commission had identified. The investigator’s affidavit further 
described information from these investors regarding Petitioners’ representations to 
them, specific securities and financial transactions involving the two funds and 
Petitioners’ failure to file appropriate paperwork to secure loans. Numerous 
investors also informed the investigator that they would not have invested had they 
known about some of Petitioners’ activities. Finally, the investigator avowed that 
Petitioners admitted continuing to raise funds from investors and extending loans to 
borrowers. 

Slade, 212 Ariz. at 178, 129 P.3d. at 467 (emphasis added). 

Conversely, the Division has not filed any testimonial affidavit on behalf of Mr. Hanselman 

with the Hearing Division. The TC&D does not contain any of Mr. Hanselman’s thoughts or 

impressions. Rather, the TC&D merely incorporates objective facts set forth in documents already 

provided by the Division to Respondents ( ie . ,  the Written Communications), and/or in the actual 
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2ontrol of Respondents. (See e.g., Exhibits A through D). Mr. Hanselman did not write, or sign 

the TC&D. Thus, Respondents’ reliance on the Slade decision lacks merit. 

Further, despite the applicable, broad discovery rules at issue in Slade including, without 

limitation, Ariz. R. Civ. P. 26(b) and 26.1, the court held that the Commission in that case had not 

waived its work-product privilege even though it had filed the investigator’s affidavit: 

The Commission also explained that the investigator was not expressing opinions in 
his affidavit but was instead providing a factual summary of portions of his 
investigation. Because the investigator is not a testifying expert, the Commission 
did not waive its work-product immunity. 

Rade, 212 Ariz. at 181, 129 P3d at 470. Applied here, the Division has not waived the work- 

xoduct, or its attorney-client or investigative privileges relating to Mr. Hanselman’s ongoing 

mvestigation of Respondents’ alleged violations of the Act. Mr. Hanselman is not an “expert,” the 

TC&D does not include any of his “opinions” and Mr. Hanselman did not prepare, sign or file the 

TC&D. 

Third, although the Slade Court found that the Commission in that case had made otherwise 

:onfidential information regarding undisclosed investor names a matter of public record by virtue 

if the fact that the Commission had filed the investigator’s testimonial affidavit in support of the 

Clommission’s complaint, there are no such facts present in this administrative case as noted above. 

Fourth, the Slade decision itself supports a finding by the ALJ that the names of the 

investment offerees in this case are confidential under A.R.S. 0 44-2042 because confidential 

jocumentation regarding their actual names, etc. have not been “publicly filed:” 

The Commission responds that the confidentiality of the names, documents and 
information does not terminate unless the Division files the information and 
documents with a public tribunal, making them a matter of public record.. . Though 
no published cases interpret when the Commission makes the names, information 
and documents a matter of public record, we need not determine all of the 
Commission’s actions that would result in the names, information and 
documents no longer being confidential because we agree with the Commission 
that this occurs when the Commission files the information or documents with 
a public tribunal. 

12 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

I 17 

i 18 

Slade, 212 Ariz. at 181-182, 129 P.3d at 470-471(emphasis added).” 

Applied here, Respondents are not entitled to depose Mr. Hanselman regarding the 

Division’s ongoing investigation because such information is protected by the work-product, 

attorney-client and investigative privileges and the confidentiality provision of the Act, and said 

privileges and confidentiality have not been “waived” or otherwise diminished even under 

reasoning set forth in Respondents’ legally and factually distinguishable Slade case. l 2  

Respondents similarly do not need to obtain any documents from Mr. Hanselman because they 

already have the documents concerning his communications with Respondents. (See, Exhibit E). 

2. Respondents Have Failed to Establish that They Have a “Reasonable Need” to 
Depose Mr. Hanselman. 

In this administrative matter, “[tlhe fundamental requirement of due process is the 

opportunity to be heard ‘at a meaningful time and in a meaningful manner.’” Mathews v. Eldridge, 

96 S. Ct. 893 (1976) quoting Armstrong v. Manzo, 380 U.S. 545 (1965). Procedural due process 

requires confrontation and cross-examination. Willner v. Committee on Character and Fitness, 83 

S. Ctr. 1175 (1963). “There is no basic constitutional right to pretrial discovery in administrative 

proceedings.” Silverman v. Commodity Futures Trading Commission, 549 F.2d 28 (7th Cir. 1977). 

Courts have often had occasion to consider the limits of discovery in administrative 

proceedings. Through these deliberations, two salient points have become evident. The first of 

these is the fact that, because they derive from an entirely distinct process, the rules of civil 

procedure for discovery do not apply in administrative proceedings.13 See, e.g., Paczjk Gas and 

Holding otherwise would also be tantamount to supporting the untenable proposition that a party to a 
lawsuit like this one waives all privileges, etc. pertaining to the contents of the litigation file merely by, for 
example, filing a complaint or an answer that necessarily incorporates information contained in the litigation 
file. 
l 2  Like the Slade decision, Respondents’ Motion also does not address the Division’s assertion of the 
attorney-client privilege as to any information sought to be obtained by Respondents from Mr. Hanselman. 
(See, Motion, Exhibit 5). 

This principle is particularly important from a policy standpoint. Indeed, merging civil discovery rules 
into the administrative arena would have many deleterious results, including: ( 1) allowing respondents to 
access confidential investigative information far removed from the witnesses and exhibits relevant to the 
active case against them; (2) allowing respondents to protract the proceedings indefinitely; (3) allowing 
respondents to excessively consume scarce but vital resources better expended on other matters necessary 

13 

I I  
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Electric Company, 746 F.2d 1383, 1387 (Sth Cir. 1984); Silverman v. Commodity Futures Trading 

Commission, 549 F.2d. 28, 33 (7h Cir. 1977); National Labor Relations Board v. Vapor Blast Mfg. 

Co., 287 F.2d 402, 407 (7th Cir. 1961); In re City of Anaheim, et al. 1999 WL 955896, 70 S.E.C. 

Docket 1848 (the federal rules of civil procedure do not properly play any role on the issue of 

discovery in an administrative proceeding). 

The second of these points is that the authority to pursue discovery during the course of an 

3dministrative proceeding is not conferred as a matter of right. In fact, courts have repeatedly 

recognized that there simply is no basic constitutional right to pretrial discovery in administrative 

proceedings. Silverman v. Commodity Futures Trading Commission, 549 F.2d. 28, 33 (7‘h Cir. 

1977); See also Starr v. Commissioner of Internal Revenue, 226 F.2d. 721,722 (7th Cir. 1955), cert. 

ienied, 350 U.S. 993, 76 S.Ct. 542 (1955); National Labor Relations Board v. Interboro 

Contractors, Inc., 432 F.2d 854, 857 (2nd Cir. 1970); Miller v. Schwartz; 528 N.E.2d 507 (N.Y. 

1988); Pet v. Department of Health Services, 542 A.2d 672 (Conn. 1988). The federal 

Administrative Procedures Act echoes this point by offering no provision for pretrial discovery 

juring the administrative process. 1 Davis, Administrative Law Treatise (1958), 5 8.15, p. 588. 

The statute setting forth the parameters of discovery in administrative proceedings is found in 

Under Article 6 of this chapter, the chapter on Administrative Procedure, A.R.S. 9 4 1 - 100 1, et seq. 

covering “Adjudicative Proceedings,” Arizona administrative law provides as follows: 

A.R.S. $41-1 062: Hearings; evidence; official notice; power to require testimony and 
records: Rehearing 

A, Unless otherwise provided by law, in contested cases the following shall 
apply: 
... 
4. The officer presiding at the hearing may cause to be issued subpoenas for the 
attendance of witnesses and for the production of books, records, documents and 
other evidence and shall have the power to administer oaths.. . . Prehearing 
depositions and subpoenas for the production of documents may be ordered by the 
ofleer presiding at the hearing, provided that the party seeking such discovery 

for the protection of the public; and (4) allowing respondents to force the agency into the position of a civil 
litigant rather than into its proper role as a governmental regulatory authority. 

14 
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demonstrates that the party has reasonable need of the deposition testimony or 
materials being sought.. . . Notwithstanding the provisions of section 12-221 2, no 
subpoenas, depositions or other discovery shall be permitted in contested cases 
except as provided by agency rule or this paragraph. (emphasis added). l 4  

The plain import of this provision is that, in Arizona, the only forms of pre-trial discovery 

permitted in administrative proceedings are: (a) subpoenas, based on a showing of need and 

authorized by the administrative hearing officer; (b) depositions, based on a showing of need and 

authorized by the administrative hearing officer; and (c) any other discovery provision specifically 

authorized under the individual agency’s rules of practice and procedure. 

The Rules of Practice and Procedure, R14-3-101, et seq., serve to augment the available means 

of pre-trial discovery in administrative proceedings before the Commission. Under these rules, the 

presiding ALJ may convene pre-hearing conferences regarding proposed exhibits, witness lists, andor 

expert testimony and may order the parties to exchange copies of exhibits prior to a hearing. See 

4rizona Administrative Code, Title 14, R-14-3-108(A) and R-l4-3-109(L). 

In short, there is no constitutional right to discovery in administrative proceedings. Nor 

does the Constitution require that a respondent in an administrative proceeding be aware of all 

evidence, information and leads to which opposing counsel might have access. Pet v. Dep’t of 

Health Serv., 207 Conn. 346, 542 A.2d 672 (1988) quoting Federal Trade Comm’n v. Anderson, 

631 F.2d 741, 748 (D.C.Cir. 1979); Cash v. Indus. Comm ’n of Arizona, 27 Ariz. App. 526, 556 

P.2d 827 (App. 1976). 

As a threshold matter, any possible finding of reasonable need by the ALJ in this case must 

overcome and/or outweigh the important policy purpose underlying A.R.S. § 44-2042, which is, in 

part, to encourage investment victims to freely cooperate with and provide the Division with 

sensitive information during the “investigation” phase of administrative cases, without fear of 

~ 

l 4  In support of their Motion, Respondents cite A.A.C. R14-3-109(0). However, that rule only applies to 
subpoenas related to evidentiary hearings. Here, Respondents have not even filed an answer to the TC&D, 
and no evidentiary hearing date has been set. Respondents also cite A.A.C. R14-3-109(P) relating to 
depositions. However, that rule is subject to the limitations and “reasonable need” requirement set forth 
above. 
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reprisal or embarrassment. 

If the Arizona legislature had intended that respondents in securities enforcement actions 

like this one were entitled to obtain all information contained in the Division’s confidential 

investigative file whether in verbal, written or electronic form, as suggested by Respondents, then 

they would not have promulgated A.R.S. 8 44-2042. 

Applied here, Respondents will be afforded the evidentiary hearing they requested and, at 

that time, they may cross examine and/or confront Mr. Hanselman regarding his written 

communications with Respondents and any other witnesses offered by the Division. However, 

Respondents are not entitled to engage in a broad discovery deposition of Mr. Hanselman at this 

time, nor are they entitled to obtain, for instance, his work computer, computer files, web browsing 

history or his personal cellular phone. (See, Exhibit F, at 711). 

Further, Respondents have not articulated exactly what specific, non-written information 

they believe Mr. Hanselman may have that they do not. Rather, when asked what types of specific 

questions they desired to ask Mr. Hanselman, Respondents’ counsel vaguely responded, “I haven’t 

completely through but certainly [I] want to discuss CJ Hansel and his activities at a minimum.” 

(See, Motion, at Exhibit 4). A desire to engage in an admitted fishing expedition does not 

outweigh the policy purposes underlying A.R.S. 0 44-2042. 

Regarding the reasonable need requirement, Respondents baldly assert that they have a 

“‘substantial need”’ to depose Mr. Hanselman “because his possible deceptive acts form the basis for 

the allegations of the TC&D” and because Mr. Hanselman will testifL at the evidentiary hearing. 

(Motion, p.2:7-10). 

First, Respondents do not need to depose Mr. Hanselman to determine whether he is 

accredited, “or whether his representations were subterfuge.” The TC&D makes clear that Mr. 

Hanselman is not accredited and, therefore, he engaged in so called “subterfuge.” (TC&D, at 724).” 

l 5  However, merely asking a total stranger to make their own determination as to whether they are 
accredited, especially after: (a) Respondents had already effected an offer of securities; and (b) Respondents 
had already represented in writing to the stranger that the investments were safe, secure, and provided 
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Because: (1) the TC&D sets forth all communications that Mr. Hanselman exchanged with 

Respondents; and (2) Respondents already have copies of said communications, including those 

provided by the Division to Respondents and those contained in their own business records, 

Respondents do not have a reasonable need to conduct a deposition of Mr. Hanselman to determine 

whether he is, or is not, accredited. 

Second, Respondents do not need to depose Mr. Hanselman to determine the identity of the 

second potential investor identified in the TC&D. (Motion, p. 2:20-23). Respondents know to 

whom they provided their investment offering and solicitation letters, emails and attached sales 

documents. Respondents can interview these offerees at their convenience. 

Further, there is no actual assertion in Respondents’ Motion that Respondents do not know 

the identity of the second potential investor discussed in the TC&D. Because Respondents can 

interview their own investment offerees at issue in this case and/or call them as witnesses to testify 

at the evidentiary hearing, Respondents have no “reasonable need” to depose Mr. Hanselman 

regarding the same. 

Third, Respondents claim they need to depose Mr. Hanselman to “discover the facts 

underlying the TC&D.” (Motion, p.2:24-25). The plain language of the TC&D is based on the 

plain language of Respondents’ business records, including their Website, investment offering 

materials, and Investment solicitation communications. In short, there is no allegation in the 

TC&D that the Respondents cannot confirm or deny from simply reviewing their own records. 

Because the Division will stipulate to the facts contained in the TC&D, there can be nothing left to 

discover from Mr. Hanselman that has any bearing on whether Respondents violated the Act. As a 

matter of fact and law, Respondents cannot have a reasonable need to discover the facts 

“underlying” the TC&D from Mr. Hanselman when they are already in possession of such facts. 

Fourth, Respondents claim they need to depose Mr. Hanselman to “explore with Mr. 

“Outstanding investment returns” of 8 to 1 I%, does not constitute either a reasonable inquiry, or form the 
basis for a good faith belief that the stranger is accredited. 
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Hanselman the basis from which the urgency arose to issue the TC&D and what ‘immediate’ threat 

Respondents posed to the public welfare.” (Motion, p.2: 17-19). 

In short, Respondents want to depose Mr. Hanselman regarding the Division’s internal 

securities enforcement policies and procedures. Mr. Hanselman is not an attorney, he is not 

Division management, and the TC&D does not contain any of his non-existent legal conclusions. 

Any involvement by Mr. Hanselman in any internal Division deliberations regarding the merits of 

the allegations contained in the TC&D are clearly protected by the work-product, attorney-client 

and investigative privileges, and the confidentiality provision of the Act, A.R.S. § 44-2042. Thus, 

Respondents simply cannot demonstrate that they have a reasonable need to depose Mr. Hanselman 

to “explore” the legal basis underlying the filing of the TC&D. 

There is nothing to discover from Mr. Hanselman. Apart from evidentiary and foundation 

based questions, everything he will testify to at hearing is contained in the TC&D. The Division is 

also willing to stipulate to Mr. Hanselman’s hearing testimony now; however, the Respondents 

have not expressed a willingness to work with the Division on any such stipulation. 

Based on the foregoing, and because Respondents may also cross-examine Mr. Hanselman 

at the evidentiary hearing and/or conduct their own reasonable investigation including, without 

limitation, conducting interviews of Respondents’ investment offerees, Respondents’ Motion 

should be denied. 

3, Respondents’ Unsupported Assertion Reparding The Fact that Thev 
Purportedly Sought Legal Advice is Irrelevant And Lacks Merit. 

Respondents testified during their recent examinations under oath that prior to engaging in 

their wide ranging Investment offering discussed, in part, above, they sought and obtained advice 

from an attorney and an employee of the Division (Motion, at p.2:11-14). 

First, the so-called “advice of counsel’’ or “advice of regulatory agency” arguments are no 

defense to violations of the Act. Regardless, as noted above, Respondents: (a) overreached during 

their wide ranging securities offering in violation of the Act; and/or (b) they either received 
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moneous advice and/or did not follow any accurate advice. Second, Respondents have tellingly 

not provided to the Division any documents regarding any such alleged legal advice, as requested 

3y the Division. (See, Motion, at Exhibit 8, p.3, 711). As a result, Respondents’ repeated, 

msupported statements that Respondents sought legal or any other advice are irrelevant and must 

be ignored. 

Respondents’ also assert that they should be allowed to depose Mr. Hanselman to determine 

why the Division filed the TC&D “without first picking up the telephone and contacting 

Respondents to see if the problem could have been resolved without official action.” (Motion, 

p.2:l-3). However, there is no legal obligation for the Division to just call a respondent before 

filing an action. Also, as evident by plain language of the Motion, Respondents still claim to have 

jone nothing wrong in this case. As a result, it is difficult to imagine exactly how calling 

Respondents would have resulted in any meaningful resolution of this matter, especially given their 

numerous violations of the Act as set forth in part above. Regardless, whether the Division did or 

iid not telephone Respondents prior to filing the TC&D, cannot constitute a “reasonable need” for 

Respondents to conduct a pre-hearing discovery deposition of Mr. Hanselman. 

4. Respondents’ Overbroad and Unnecessary Document and Informational 
Discovery Requests. 

As a threshold matter, the Division intends to provide Respondents will all documentation 

the Division will seek to introduce as evidence at the evidentiary hearing of this matter on or before 

April 29,201 1. 

This is an administrative matter, however, and the Division will not be providing, for 

instance, its computers or the cell phones of its employees. (See, Motion, Exhibit 11). 

Also, Respondents’ comments regarding the Division’s requests for documents are not 

correct. Respondents’ first attorney chose to provide an incomplete or partial initial response to the 

subpoenas. As a result, the Division’s second and third specific requests for documents were 

intended to assist Respondents in complying with the subpoenas. Respondents’ response to the 
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Iivision’s second specific request for documents is also not complete, nor was it provided “without 

Ibjection” as suggested by Respondents, (See, Exhibit B, at p.1 (setting forth 5 objections to the 

Division’s request for documentation); also, March 2,2011, email from Paul Roshka to Mike 

Dailey indicating that Respondents will not comply with the Division’s request for 

Information, attached as Exhibit “H”). 

The Division’s second, specific request for documents was necessary to address the many 

egal and factual arguments contained in a detailed letter provided by Respondents’ first counsel 

while the parties discussed a possible settlement of this matter. (See, Exhibit G). Finally, the 

Iivision’s third specific request for documents was necessary to address many of the issues raised 

3y Mr. Payne and Mr. Olson’s recent examinations under oath. 

D. Conclusion. 

Based on the foregoing, the Division respectfully requests the ALJ to deny Respondents’ 

Vlotion, and/or quash any subpoena issued to take the discovery deposition of Division investigator 

Vlr. Hanselman. 

Should Respondents file a motion for the production of documents and information as set 

“oh in their March 4, 201 1, letter attached as Exhibit 11 to their Motion, the Division will further 

*espond to the same at the appropriate time. 

RESPECTFULLY SUBMITTED this 1 flth day of March, 20 1 1. 

ARIZONA CfIRPO@ITION COMMISSION 

Attorney fo; the Sec Division of the 
Arizona 
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ORIGINAL AND EIGHT (8) COPIES of the foregoing 
filed this 1 Sth day of March, 201 1 with: 

Docket Control 
Arizona Corporation Commission 
1200 W. Washington St. 
Phoenix, AZ 85007 

COPY of the foregoing hand-delivered 
this 18* day of March, 201 1 to: 

Mr. Marc E. Stern 
Administrative Law Judge 
Arizona Corporation CommissiodHearing Division 
1200 W. Washington St. 
Phoenix, AZ 85007 

COPY of the foregoing mailed 
this 1 Sth day of March, 201 1 to: 

Paul Paul Roshka, Esq. 
Jennifer Baker, Esq. 
Roshka DeWulf & Patten 
One Arizona Center 
400 East Van Buren Street 
Suite 800 
Phoenix, Arizona 85004 
Attorney for Respondents 
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R O S H K A  D E W U L F  & P A T T E N ,  P L C  

O N E  A R I Z O N A  C E N T E R  
4 0 0  E A S T  VAN B U R E N  S T R E E T  
S U I T E  800  
P H O E N I X ,  A R I Z O N A  8 5 0 0 4  

A T T O R N E Y S  AT L A W  

February 1 1 , 20 1 1 T E L E P H O N E  N O  6 0 2 - 2 5 6 - 6 1 0 0  
F A C S I M I L E  60 2 -  2 5 6 - 6 8 0 0 

VIA HAND DELIVERY 

Mr. Clyde J. Hanselman, Special Investigator 
Securities Division 
Arizona Corporation Commission 
1300 W. Washington Street, 3rd Floor 
Phoenix, AZ 85007 

Re: In re Arthur Brent Payne, et. al. 
Docket No. S-20772A-10-0489 

Dear Mr. Hanselman: 

We represent Arthur Brent Payne, Carolyn L. Payne, Michael Olsen, Sherri 
Olson, Steeple Rock Funding, LLC, and Granite Loan Fund, LLC (the “Respondents”), 
in connection with responding to Mr. Dailey’s January 21 , 201 1 letter (the “Request 
Letter”) in which he requests additional documents pursuant to the subpoenas duces 
tecum previously served on the Respondents. 

Before responding to each of the enumerated items in the Request Letter, the 
Respondents make the following general objections to the requests: 

A. The Respondents object to any of the requests to the extent they purport to 
require them to produce information or documents that are not in their 
possession, custody or control. 

B. The Respondents object to any of the requests to the extent they purport to 
require them to produce or identify any information or document protected 
by the attorney-client privilege, the work-product doctrine, and/or any 
other privilege available under Federal or state statutory, constitutional or 
common law. 

C. The Respondents object to any of the requests to the extent they purport to 
require them to produce personal confidential information regarding third 
parties and/or proprietary information. 

D. The Respondents object to any of the requests to the extent the quantity, 
detail, form& a d  scope of the information is exceedingly overbroad, 

ACC000432 
FILE #8219 



Mr. Clyde J. Hanselrnan 
February 11,201 1 
Page 2 

unduly oppressive and burdensome, not properly limited in time or scope, 
and not calculated to lead to the discovery of admissible evidence. 

E. The Respondents provide the responses below based on the information 
reasonably available to them at this time and reserve the right to 
supplement or modify any responses as additional documents or 
information becomes available. 

We respond to items in the Request Letter in the order in which they are 
requested: 

1. Copies of correspondence are produced herewith with Bate Nos. 
PAYNEOOOO1 - PAYNE00107. The enclosures noted on these letters are 
produced with Bate Nos. PAYNEOO108 - PAYNEOO137. 

Copies of correspondence in which the Granite Loan Fund Private Offering 
Summary  (referenced in Exhibit D to the Request Letter) are produced 
herewith with Bate Nos. PAYNEOO138 - PAYNEOO156. 

Copies of emails are produced herewith with Bate Nos. PAYNE00157 - 
PAYNE00567. The enclosures referenced in the emails are produced with 
Bate Nos. PAYNE00568 - PAYNE00620. 

2. There are no documents responsive to this request. 

3. There are no documents responsive to this request. 

4. Respondents will supplement their response to this request. 

5. Documents responsive to this request for Steeple Rock Funding, LLC are 
produced with Bate Nos. P A W 0 0 6 2 1  - PAYNE00634. There is no bank 
account for Granite Loan Fund. 

6. Meetings were as follows: 

November 23,2010 

ACC000433 
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Mr. Clyde J. Hanselmm 
February 1 1,201 1 
Page 3 

~ 

There were no materials used in this meeting. 

December 9,20 1 0 

w 
The outline used in this meetin 
PAYNE00635. 

g is produced herewith with Bate No. 

0 
.a- m 
There were no materials used in this meeting. 

7. Documents responsive to this request are produced herewith with Bate Nos. 
PAYNE00636 - PAYNE0064 1. 

8. A spread sheet with the contact information for recipients of the Private 
Offering Summary attached as Exhibit “D” to the Request Letter is produced 
herewith with Bate No. PAYNE00642. 

Please let me know if you have any questions regarding the above. 

For the Firm 

PJR/jrg/rba 
Encl. 
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Mr. Clyde J. Hanselman 
February 1 1,201 1 
Page 4 

cc: Brent Payne (via email only w/out enclosures) 
Michael Dailey, Esq. (via email only w/out enclosures) 

Payne.ACCiltrlHanselman0 1 .doc 
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* F U  N D i N G 

670 E. Encinas Ave Gilbert, AZ 85234 fel  (480) 633-6800 Fax (602) 296-0114 
Arizona M.B. #0913524 ~.SteepleRocckFklndin~.ccom 

December 17,2010 

RE: Secured Residential Trust Deed Investment Program 

Thank you for your potential interest in considering an investment in a Secured Short- 
Term Residential Trust Deed Investment Program sponsored by Steeple Rock Funding, LLC. 
In follow-up to our recent communication, enclosed is an executive summary and informational 
brochure which briefly discusses and introduces our investment objective, philosophy, financial 
returns, the company, and the Granite Loan Fund. 

Foreclosure sales are a major factor in the current local Arizona residential market, with a 
resulting “re-pricing” of the existing housing inventory, which we believe will continue for a 
number of years. As outlined in the enclosed executive summary, our secured lending programs 
offer investors a sensible approach to participating in the “housing inventory re-pricing process” 
while providing (i) safety of capital, (ii) attractive investment yields, and (iii) regular earnings 
distributions - all without the operational headaches of property ownership. 

Investors may participate in a Steeple Rock Funding program through an investment in: 
a. Granite Loan Fund, LLC (offered by Private Offering Summary);  or, 
b. A Customized Single-Investor Fund ($1,000,000 minimum) 

If this is an appropriate investment option for you, your retirement account or one of your 
clients or colleagues, we would be pleased to send you a Private Offering Summary  complete 
with detailed investment information and offering subscription documents. I will contact you in 
the near future to discuss your interest, questions 2nd comments. 

Best regards, 

A. Brent Payne 
e-mail: Brent@SteepleRockFullding.com 

Enclosures: Executive Summary 
Grac-te L.om Fund Brochure 
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I F  U N D I N C 

Executive Summary 
Secured Short-Term Residential Trust Deed Investments 

Investment Objective: 
Steeple Rock Funding, LLC (the “Company”) seeks to provide exceptional investment 
returns to its investors, while minimizing risk by maintaining a prudent “margin of 
safety” in its investment criteria while offering a level of investor liquidity through 
reasonable fund withdrawal privileges. 

Investment Description: 
Acting as a principal in the hnds it operates, the Company makes investments in secured 
short-term loans secured by first deeds of trust on non-owner occupied residential 
properties in Arizona. 

Investment Rationale: 
The residential markets in Arizona have experienced significant price and sales volume 
declines, with a dramatic “resetting” of property values. High levels of foreclosure sales 
of existing residential properties are occurring in the local Arizona market. This has 
created a tremendous need for capital by operators who purchase residential properties at 
foreclosure, with the intent to rehabilitate and resell (the “Operators”). 

Traditional bank financing is generally not available to the Operators -- financing is 
occurring through all equity transactions or through a combination of equity, 
supplemented by borrowings from private lending sources. Due to the relatively short- 
term nature of the activity (usually about 90- 120 days from initial purchase date to the 
date of resale), the Operators are willing and can afford to pay a relatively high rate of 
interest on funds, while maintaining a good profit margin. In essence, at the present time, 
the Operators are the “hornebuilders”. The “rehabbed home” is in a strong “low cost” 
competitive market position relative to a new home offering by a traditional homebuilder. 

The Company offers funding to Operators in the residential foreclosure market by 
extending short-term loans, secured by first trust deeds. An investment in one of the 
Company’s sponsored funds creates investor opportunity to participate in the property 
foreclosure market without the attendant “operator issues ” that occur with active 
property ownership and management. 
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Investment Vehicles: 
Granite Loan Fund, LLC - $lO,OOO,OOO Fund 

Suitable for “accredited investors” with a minimum investment of $100,000 
Quarterly investor distributions 
Projected annual investor returns of 8.00 % - 1 1.04% (see attached schedule) 
Fund lock-up period of 1 year with investor withdrawals allowed thereafter on a 
reasonable “fbnds availableyy basis 
Investment offered through a Private Offering Summary** (see below) 
Fund scheduled to operate through December 3 1 , 20 1 5 

Customized Single Investor Fund - $1,000,000 Fund Minimum 
Suitable for “accredited investors” with a minimum investment of $1,000,000 
Quarterly investor distributions 
Projected annual investor returns of 8.00 % - 11.04% (see attached schedule) 

Investment Benefits: 
0 

0 

e 

e 

e 

e 

e Seasoned management team 

Excellent alternative to traditional fixed income investments 
Safely participate in the Arizona residential real estate foreclosure market 
opportunity without “operational headaches” 
Short lending maturity periods (generally 6 months) result in regular turnover of 
funds and a relatively high degree of liquidity 
Investments solely in first deeds of trust on non-owner occupied residential 
properties 
Prudent “margin of safety” lending practices 
Historically low borrower default rates 

About the Company: 
Steeple Rock Funding, LLC is owned and managed by A. Brent Payne and Michael R. 
Olson. Mr. Payne and Mi.  Olson have extensive experience in real estate investment, 
development, finance and accounting, with solid proven investor results over extended 
periods of time in a variety of real estate investment activities. 

A. Brent Payne 
Tel: (480) 633-6800 Tel: (480) 926-6620 
E-mail: brent@steeplerockfnding.com E-mail: mike@steeplerockfunding.com 

Michael R. Olson 

Steeple Rock Funding, LLC (AZ MB #0913524) 
670 E. Encinas Ave. 
Gilbert, AZ 85234 

**The information provided herein is for informational purposes only. It is not intended to be an offering of securities 
nor a solicitation to purchase securities. Offers of securities can only be made pursuant to a Private Offering Summary 
delivered to qualified offerees. Interested parties may contact Company representatives listed above. (November, 20 10) 
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Steeple Rock Funding, LLC 
Schedule of Projected Investor Returns 

Average Borrower Annual Interest Rate 18.00% 17.00% 16.00% 15.00% 
Multidv bv: Assumed CaDital Utilization 95.00% 95.00% 95.00% 95.00% . ,  I 

[Actual Gross Interest Income on Available Funds I 17.10% I 16.15% 115.20% 1 14.25% 
Less: Reserves, Operating Expenses -0.54% -0.51 YO -0.48% -0.45% 
Annual Distributable Fund Profits 16.56% 15.64% 14.72% 13.80% 

I I I I 
Investor Distribution of Fund Profits I 66.67% I 66.67% I 66.67% I 66.67% 

umed Capital Utilization I 90.00% lof Available Funds 
Assumed Reserves. Ooeratina Exoenses I 4.00% lof Gross income I 

Borrower Annual Interest Rate 18.00% 17.00% 16.00% 15.00% 
Multiply by: Assumed Capital Utilization 90.00% 90.00% 90.00% 90.00% 
Actual Gross Interest Income on Available Funds 16.20% 15.30% 14.40% 13.50% 

Annual Distributable Fund Profits 15.48% 14.62% 13.76% 12.90% 
Less: Reserves, Operating Expenses -0.72% -0.68% -0.64% -0.60% 

Investor Distribution of Fund Profits 66.67% 66.67% 66.67% 66.67% 

Annual Investor Profit Distribution - Return on Investment 10.32% 9.75% 9.17% 8.60% 
I I I I 

IAnnual Investor Profit Distribution - $100.000 Investment I $10.320 I $9.747 I $9.173 I $8.600 
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The Arizona residential market has 
experienced significant price and sales 
volume declines, with a dramatic “resetting” 
of property va I ues. 

The high rate of foreclosures has created 
opportunities for those who purchase 
foreclosed homes with the intent t o  
rehabilitate and resell (the “Operators”). 

0 The “rehabbed home” is in a strong “low 
cost” competitive market position relative t o  
a new home offering by a traditional 
h om e b u i Id er. 

Traditional bank financing is generally not 
available to  the Operators - financing is 
occurring through all equity transactions or  
equity su pplemented by borrow in g from 
private lending sources. 

Due to  the relatively short-term nature of 
loans (generally 90-120 days) the Operators 
are willing and can pay a relatively high rate 
of interest, while maintaining a good profit 
margin. 

b --.. 

Steeple Rock Funding, LLC offers capital t o  
Operators in the residential foreclosure 
market by extending short-term loans 
secured by first deeds of trust. 

An investment in the Granite Loan Fund 
creates the opportunity for investors t o  
participate in the foreciosure market without 
the “Operator issues” that occur with activ 
property management and ownership. 



r 



a Non-Owner Occupied Residential 
Properties 
First Position Deeds of Trust 
Title Status Verified with Condition of  
Title Report from Reputable Title Company 

a 20% of Purchase Price Down Payment 
a 70% Maximum Loan-to-Value 
a Average Loan Amount $120,000 
B Property Taxes Current 
a Evidence of Insurance Prior to  Loan 

Funding 

Valuation Parameters 

Detailed Comparable Analysis Using the 
rizona Regional Multiple Listing Service, 
hysical Inspections, and Active Tracking 

of Foreclosures through Online Resources. 
Comps within I MileRadius 

le Comps within 3 Months 
aximum of lO0/o REO or Pending 
reclosure in Given Search Area 

Like Property-Bed/Bath/Garage/Pool/Lot 
size 

inimum of 5 Active Listings 
Minimum of 3 Properties Sold 

isq u a I ify U n iq uel y H ig h - Priced Ho im es 





* F  U N D 1 N C 

T nt 
Information 

for the Granite Loan Fund, ILL 
Please Contact: 

Brent Payne 
480-633-6800 

P)rent@SteepIeRockFundi ng 

Mike Olson 
480-926-6620 

Mike~SteepIeaockFundin 
-1 

THE INFORMATION PROVIDED WITHIN I S  FOR INFORMATIONAL 
PURPOSES ONLY. I T  I S  NOT INTENDED TO BE AN OFFERING OF 
SECURITIES NOR A SOLICITATION TO PURCHASE SECURITIES. 
OFFERS OF SECURITES CAN ONLY BE MADE PURSUANT TO A 
PRIVATE PLACEMENT MEMORANDUM DELIVERED TO QUALIFIED 
OFFEREES. INTERESTED PARTIES MAY DIRECT INQUIRIES TO: 

Steeple Rock Funding, LLC 
670 E Encinas Ave. 
Gilbert ,  AZ 85234 

StwnlPRockFundina .corn 
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Date 

RE: Private Offering Summary of 
Granite Loan Fund, LLC 

Dear Mi. 

I am sending you the enclosed in follow-up to our discussion last evening. Thank you for 
your interest in participating in our Secured Short-Term Residential Trust Deed Investment 
Program through an investment in Granite Loan Fund, LLC. Enclosed you will find the 
following: 

a. Private Offering Summary  of Granite Loan Fund, LLC 
b. Instruction Sheet - for use in completing the enclosed paperwork 
c. Subscription Agreement - 2 copies 
d. Operating Agreement Capital Member SignaSure Page - 2 copies 
e. Granite Loan Fund brochure 

Please complete the Subscription Agreement and Capital Member Signame Page 
following the instructions provided in the Instruction Sheet, and return the documents to us for 
processing. 

We thank you in advance for your investment in the Granite Loan Fund. Upon receipt of 
the completed subscription documents and investment funds, they will be processed promptly 
and an acknowledgement sent to you. We look forward to communicating with you regularly as 
quarterly distributions from the fund are processed and disbursed. 

Best regards, 

A. Brent Payne 

Enclosures: Private Offering Summary (with document package) 
Granite Loan Fund Brochure 
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3 1 d CJL’ DOCUMENT # I  

GRANITE LOAN FUND, LLC 
An Arizona Limited Liability Company 

PRIVATE OFFERING SUMMARY 
November 1,2010 

$10,000,000 Equity Offering 

400 Membership Interests a t  $25,000 per Interest 

Sponsored by 

Ste& Rock 
F U N D I N G  I * -- 

Granite Loan Fund, LLC is offering a private offering solely to “Accredited 
Investors” as defined in Rule 501(a) of the Securities and Exchange 
Commission Regulations. 

These securities have not been approved o r  disapproved by the Securities and 
Exchange Commission (SEC) o r  the Arizona Corporation Commission, nor 
have such entities passed upon the merits o r  otherwise approved the offering. 

Investors must acquire these interests solely for purposes of investment and 
the investors may not sell the investment interests unless and until the 
investment interests are first registered or  qualify for exemption from 
registration under the Federal and State of Arizona securities statutes. 

ACC000321 
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MAfTcTEW J. NEUBERT 
DIRECTOR 

SECURITIES RlVlSION 
$300 Wecrt Washington, Third Floor 

Phosnix.AZ 85007 
TELEPHONE: (802) S2-4242 

FAX: (602) 5967470 
E-MAIL: S 8 C U f f t i 6 S d l ~ C . g O V  

SANDRA R )<ENWEDY 
PAUL NNVMAH 
BRENDA BURNS 

ERNEST a. JOHNSdN 
EXECUTlM DIRECTOR 

ARIZONA CORPORATION COMMlSSlON 

February 25,291 1 

VLA CERTIFIED IMAILlRETURN RECEIPT REOUESTED & EMAIL 

Paul Roshka, Esq. 
Rashka DeWulf & Patten 
One Arizona Center 
400 East Van Buren Street 
Suite 800 
Phoenix, Arizona 85004 

Re: in re Arthw Brent P q m  et al., Docket No. 6-2077s-1-10-0489 

Paul: 

The purpose of th is letter is to respond to your request to take the deposition of Securities 
Division Special Investigator C.J. Hanselman. 

As you know, Mr. Hanselman is presently employed by the Securities Division, in part, as the 
investigator assigned to the Division’s “ongoing” investigation of your clients in the above 
captioned matter. 

I asked you via email dated February 24,201 1, to provide me with the type of questions that yau 
desired to ask Mr. Hanselman. You responded via email on the same date that you wanted to 
discuss Mr. Hanselman himself “and his activitim at a minimurn.’’ 

As you know, Mr. Hanselman contacted your clients in writing under the name “CJ Hmsel” to 
inquire about the possibIe pmhase af the Granite Loan Fund, L.L.C. securities at issue. The 
sum total of Mr, Hanselman’s communications with your clients is set forth, in detail, at 
paragraphs 21 through 29 of the Division’s pending “Temporary Order To Cease And Desist 
And Motict: Of Opportunity For Hearing” filed on December 10,2010, 

There were never any verbal communications between Mr. Hanselman and your clients. 
Importantly, we voluntarily provided to you via letter dated February 8, 2011, copies o f  the 
written communications. For your easy reference, I have attached said letter and attachments to 
this letter. 

iiaa WEST WASHINGTON, PHOENIX, ARIZONA ~5007 I 400 WEST CONGRESS smm, rucsm, ARIMM 85701 

m,szcc.gov 

http://m,szcc.gov


Paut Roshka, Esq, 
February 25,ZO 1 1 
Page 2 of2 

Based on the foregohg, the Division is concerned that any of your questions asking for facts not 
contained in the attached written communications would related to information protected by the 
attorney-client and work product privileges, and infomatioh protected by the confidentiality 
provision of the Arizona Securities Act, A.R.S. 44-2042. As such, we cannot envision 
allowing Mr. Hanselman to answer yaw questions without violating A.R.S. 5 44-2042. 

Under A.R.S. p 41-1062(A)(4) of the Arizona Administrative Procedure Act. the assigned 
admkktrative Iaw judge may order the deposition of a witness based on a showing of‘ 
“reasonable need.” 

Applied here, I ask you to provide me with what you consider to be your clients’ reasonable need 
to depose Mr. Hanselman, especially in light of the fact that you may cross exambe him at the 
evidentiary hearing. 

Finally, pIease consider an alternative in the form of stipulated facts and/or pre-evidentiary 
hearing testimony. I will consider anything you andor Jennifer Baker put together. 

Thank you and please let me know if you have additional questions. 

Since 

Mike 
Enforcement Attorney 
6 02 -5 42-0 722 (direct line) 

(Enclosure) 
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Nature of Purchasers 
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ALL SXGNA'IURES APFEAR ON THE FOLLOWING PAGE 



Granite h ; m  Fund 
Subscription Agreement 

SUBSCRIBER: 

ACCEPTED ON BEHALF OF COMPANY BY: 

Crania ha Fun& LLC 
670 E. Encinas Avenue 
GiIbert,AZ 85234 
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Notary Public 
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My commission Expires: 

-24- 



e 

I 



Q 

26- 



Exhibit 

OpernrtSng Agreement 





iii. all Reserves. 
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[initial) 



(a) Individually, as a single person 



(b) The. power of attorney conahrently granted by eaoh Member to 
A. Brent Payne and Michael R. Olson, or &her af fh&n .acting indiaridudly: 



insolvency or dissolution ofthg undersigned to. the mtmt Qat the u n d m t d  
may legally contract for such smvival; 

1 1, Tem6astiaq. I f  the Manager elects* in its sdcditxfetiicl'n, not to 
complete the of'fering, then this Agreemest shall be null and void and of na 
Wer force and effect and no p'arty shall have any against any ather partj 
kreundei- (sf undar the Operating Agi-eemat, and theMmager as E s m  Agent 

7 



8 



All checks should he made.p&yable to: 

W i t &  Lam Fund, LI;C 
670 E. Enchu. Aveniie 
Gilbmt,AZ 85234 



Please pht  br tulpe: 





12 











5 



(iv) b y  &q.insment which is now gr which may 
htm+&er be required by Jaw to be fikd fir or ijf~ behalf &&he Company. 

6 





ALL.$IGNATURES APPEAR ON THE FOLLOWING PAGE 

8 



Ail ch& should be made payable: t ~ :  

9 
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R O S H K A  D E W U L F  & P A T T E N ,  P L C  

O N E  A R I Z O N A  C E N T E R  
400 E A S T  VAN B U R E N  S T R E E T  
S U I T E  800  
P H O E N I X ,  A R I Z O N A  8 5 0 0 4  
T E L E P H O N E  N O  6 0 2 - 2 5 6 - 6 1 0 0  
F A C S I M I L E  6 0 2 - 2 5  6 - 6 8 0 0 

ATTORNEYS AT LAW 

March 4,201 1 

Mi. Michael Dailey 
securities Division 
Arizona Corporation Commission 
1300 West Washington 
Phoenix, Arizona 85007 

Dear Mr. Dailey: 

Enclosed is a motion we filed requesting the Administrative Law Judge (“ALJ”) 
order the deposition of Special Investigator C.J. Hanselman. We have sought your 
agreement to make Mr. Hanselman available for deposition on several occasions, and 
since you have not agreed, we were left with no choice but to seek the ALJ’s 
intervention. 

In addition to providing you with notice of our pending motion, we also write to 
request the production of documents. While you already provided us with the 
communications between Mr. Hanselman and Respondents, such documents were 
redacted. We also believe there are additional materials that you possess that are relevant 
to the allegations in the Temporary Cease and Desist (“TC&D”). Please let us know if 
you will produce these documents, and whether you will produce them unredacted. If 
not, we will file a motion to compel seeking an order requiring you to provide the 
requested information pursuant to A.A.C. R14-3-109(0). 

Please provide the following information and documents by March 21, 201 1. 
Unless otherwise noted, the requests are limited to the time frame of August 1, 2010 to 
present. Further, the term “Division” is defined as the Securities Division of the Arizona 
Corporation Commission and includes yourself, Special Jnvestigator C. J. Hanselman, 
Matthew Neubert, Julie Coleman, Bill Black, Veronica Sandoval and any other employee 
of the Securities Division that was involved with or assisted in the preparation of the 
TC&D. 

1. All documents the Division received relating to or referencing Granite Loan 
Fund, LLC; Steeple Rock Funding, LLC; Arthur Brent Payne; and Michael 
Richard Olson. 



2. All subpoenas the Division issued to any person or entity that relate to or 
reference Granite Loan Fund, LLC; Steeple Rock Funding, LLC; Arthur Brent 
Payne; and Michael Richard Olson. Respondents exclude from this request 
subpoenas issued to Granite Loan Fund, LLC; Steeple Rock Funding, LLC; 
Arthur Brent Payne; andlor Michael Richard Olson. 

3. All documents the Division received in response to the subpoenas referenced 
in Request ## 2 above. 

4. Any testimony the Division took that relates to or references Granite Loan 
Fund, LLC; Steeple Rock Funding, LLC; Arthur Brent Payne; and Michael 
Richard Olson. 

5 .  All documents that support the Division’s decision to issue the Temporary 
Order to Cease and Desist and Notice of Opportunity for Hearing in Docket 
NO. S-20772A-10-0489. 

6. All communications between the Division and the person identified as “The 
Second Potential Arizona Investor” in paragraphs 30-32 of the Temporary 
Order to Cease and Desist and Notice of Opportunity for Hearing in Docket 
NO. S-20772A- 10-0489. 

7. All documents the Division received from the person identified as “The 
Second Potential Arizona Investor” in paragraphs 30-32 of the Temporary 
Order to Cease and Desist and Notice of Opportunity for Hearing in Docket 
NO. S-20772A- 10-0489. 

8. For all computers at the Division or in the possession and/or control of the 
Division’s employees with access to the Internet: the website history showing 
each instance/occurrence anyone from the ACC accessed 
www.steeplerockfimdina.com, including but not limited to the “about us,” 
“contact us,” “loan program,” “loan process,” or “Granite Loan Fund” pages 
accessible from the home page, whether by typing in the website address 
directly or searching for it through a search engine. 

9. For all computers at the Division or in the possession and/or control of the 
Division’s employees with access to the Internet: the search history (Le., 
google, yahoo, bing, or other search engines) for the term “Steeple Rock 
Funding.” 

http://www.steeplerockfimdina.com


i: 7r ’y E $j A J. 

Mr. Michael Dailey 
Page 3 
March 4,201 1 

10. For all computers at the Division or in the possession and/or control of the 
Division’s employees with access to the Internet: the search history (i.e., 
google, yahoo, bing, or other search engines) for the term “Granite Loan 
Fund.” 

11. The website history and internet search history for any computer or Internet- 
connected device (including, but not limited to, a cellular phone or smart 
phone device @e., Blackberry, iPhone, Droid, etc.) used by Investigator C.J. 
Hanselman from November 1 -December 10, 20 10, including but not limited 
to any personal or work computer in which he sent and received emails at the 
address ci .hansel@,vahoo.com. 

Please let us know if you have any questions. Thank you for your cooperation. 

Yours truly, - 

Jennifer A. Baker 
For the Firm 

JAB:mi 
Enclosure 
cc: Brent Payne 

Michael Olson 

mailto:hansel@,vahoo.com
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A PROFES5lONAL CORPORATION 

ATTORNEYS AT L A W  

SUITE 118 

2929 E. CAMELBACK ROAD 

PHOENIX. ARIZONA 85016 

TELEPHONE 

(602) 952-5300 

FACSIMILE 

(602) 9 5 2 - 7 0 1 0  

December 17,20 10 

Ms. Julie Coleman 
Chief Counsel of Enforcement 
Securities Division 
Arizona Corporation Commission 
1300 W. Washington, Third Floor 
Phoenix, AZ 85007 
HAND DELIVERED 

RE: Arthur Brent Payne et. ux. (“Payne”) 
Michael R. Olson et. ux. (“Olson”) 
Steeple Rock Funding LLC (“SW”) 
Granite Loan Fund I, LLC (“GLF”) 

Dear Ms. Coleman: 

This firm represents the individuals and entities referenced above with respect to 
securities matters. We are in receipt of a copy of the Temporary Order to Cease a d  
Desist and Notice for Opportunity For Hearing under Docket #S-20772A-10-0489 (the 
Temporary Order”, together with Subpoena Duces Tecum under File #82 19 (the 
“Subpoena”) which were personally served on my clients by representatives of the 
Arizona Corporation Commission at approximately 9 3 0  AM, Tuesday, December 14, 
2010. 

Attached is a copy of our Request for Hearing pursuant to A.R.S. $44-1 972 and 
A.A.C. Rule 14-4-307. However, I hope that the matter will not need to go through a 
hearing, as we believe that the respondents have properly complied with the private 
offering under Arizona and Federal securities laws and, therefore, they have not, pursuant 
to the terms and conditions of the allegations, violated A.R.S. 544-1 841 and A.R.S. 544- 
1842 as outlined below. Hopefully, after you have reviewed the materials attached with 
this letter and the contents of this letter and the law cited herein, you will come to the 
conclusion that this is a proper private offering and that there have been no violations of 
the rules. 

The Temporary Order To Cease and Desist and Notice of Opportunity For 
Hearing alleges violations of A.R.S. 944-1841 and A.R.S. $44-1844 (sales of 
unregistered securities), and A.R.S. $44- 1842 (sales of securities by an unregistered 
dealer or salesman). However, this attempted transaction by my clients is exempt 
pursuant to A.R.S. 544-1 844 that creates exempt transactions as follows: 

I ACC000304 
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“A. Except as provided in subsections B and C of this section, $5 34-1 841 and 
44-1842, 5 44-1843.02, and subsections B and C and $ 5  44-3321 and $ 5  44-3325 
to not apply to any of the following classes of transactions: 

1. Transactions by an issuer not involving any public offering.” 

The offering, is clearly within the parameters of the Arizona rules and Regulation 
D of the Federal Securities statutes for a private offering. In compliance with those 
rules, the target investors were only accredited investors and the offering was limited 
solely to accredited investors as outlined in the terms and conditions of the offering and 
materials. A copy of those materials is attached hereto for your convenience, although 
they are referenced in your petition. The offering was made solely by employees, 
officers and directors of the company and is, therefore, exempt froin A.R.S. 544-1842. 
pursuant to Rule R-14-4-139B and Rule14-4-140B. At this point in time, as outlined in 
the attached affidavits, there have been no sales or subscriptions of these securities to 
date. My clients fully intended to comply with the requirements under the Federal 
Securities Reg D to provide a notice to the Arizona Corporation Commission and the 
SEC pursuant to rule 503 of the Regulation D within fifteen calendar days after the first 
sale of the securities in a private offering. To date, no such sales have taken place and the 
form has not been filed, but will be on a timely basis moving forward. 

As outlined in the offering materials, the securities will only be sold to qualified 
purchasers (accredited investors) or persons that the issuer reasonably believes, after 
inquiry, to be qualified purchasers based upon the certifications in the subscription 
agreement. Steps have been and will be taken to make sure that only qualified purchasers 
are included in the pool. 

The rules provide that a general announcement may be made pursuant to K14-4- 
139H. The website referred to in your complaint contains a form of this general 
announcement and has only information that would be allowed in the general 
announcement pursuant to such rule. A copy of that web page is attached hereto. It 
contains all of the requirements of subsection H and limited inquiries solely to qualified 
accredited investors. To date, there has only been one inquiry on the web site, which is 
outlined in the attached affidavit, and apparently was made by the representative from 
the Arizona Securities Division of the Corporation Commission, and the materials were 
only delivered after that party represented in writing that he was an accredited investor. 
The materials themselves provide that no sale of the securities will be made other than to 
an accredited investor, and the investor must provide adequate information to form the 
basis of the decision for the issuers to have a reasonable belief that any investor is a 
qualified purchaser. 

There has been no general telephone solicitation, no general advertising in any 
newspapers, and no blind telephone calls. 

The issuers did make offering mailings to certain parties of whom they had done 
due diligence and investigation to determine that they were registered investment 

ACC000385 
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advisors who operate on a fee-only basis and whose clientele would reasonably be 
expected to meet the criteria of accredited investors, and that solicitation was only done 
after investigation and determination that the investment advisors were qualified as 
registered investment advisors. In response to the Subpoena, a list of all mailings to 
qualified investment advisors is attached hereto. 

Therefore, we believe that a thorough analysis of this matter will clearly show that 
this was intended to be and, in fact, has been carried out as an exempt private offering 
under the statutes, the rules of the Arizona Corporation Commission, and Regulation D of 
the Securities and Exchange Coinmission. Hopefully you can review these materials and 
we can get this matter resolved without moving to a formal hearing. Please contact me 
immediately if we can provide you with any additional information. My clients are long- 
time businessmen in this state and have worked diligently to make sure they are in 
compliance with the rules of the Commission and would like to provide you with 
whatever information is necessary to establish that they are in full compliance with the 
private offering requirements for this limited offering. 

~eiryi L. cochran 
&r the Firm 

JLCsas 
Enc . 
cc: Matthew J. Neubert, Director, Securities Division, 

Arizona Corporation Commission 

C. J. Hanselman, Special Investigator, Securities Division, 
Arizona Corporation Commission 

A. Brent Payne 

Michael R. Olson 

ACC000306 
FILE #8219 
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Micheal Dailey 

From: Paul Roshka [roshka@rdp-law.com] 

Sent: 

To : 
Cc: 

- "-- -.- - ----..̂___ , . I__," -,. ,, 

Wednesday, March 02, 201 1 2:29 PM 
Micheal Dailey; Jennifer Baker 
Joyce Goodwin; Clyde J. Hanselman 

Subject: RE: In re Arthur Brent Payne, et al., Docket P.d. S-20772A-10-0489 

Michael, I'm preparing for a deposition. I ' l l  ask Jennifer to review this, but your refusal to make Mr. Hanselman available for a 
deposition causes me to wonder why you think I would respond to this letter. Any thoughts? 

Paul 

Paul J. Roshka, Esq. 
ROSHKA DeWULF & PATTEN, PLC 
One Arizona Center 
400 E. Van Buren Street, Suite 800 
Phoenix, AZ 85004 
Phone: 602-256-6100 
Fax: 602-256-6800 
E mai I : .rorh ka @,rd p-law . co m_ 

For more information about Roshka DeWuIf & Patten, please see our website at www.rdp-law.com. 

This message and any of the attached documents contain information from the law firm of Roshka DeWulf & Patten, PLC and may be 
confidential and/or privileged. If you are not the intended recipient, you may not read, copy, distribute or use this information and no privilege 
has been waived by your inadvertent receipt. If you have received this transmission in error, please notify the sender by reply e-mail and then 
delete this message. Thank you. 

From: Micheal Dailey [mailto:MDailey@azcc.gov] 
Sent: Wednesday, March 02, 2011 2:27 PM 
To: Paul Roshka; Jennifer Baker 
Cc: Joyce Goodwin; Clyde J. Hanselman 
Subject: I n  re Arthur Brent Payne, et al., Docket No. S-20772A-10-0489 

Paul & Jennifer: 

Attached please find my letter requesting additional information and documents. 

' <<Dailey to Roshka re Request for Supplemental Production of Docs 3-2-1 l.doc.pdf>> 
The original was sent today via certified mail. 

l Please provide your response to Special Investigator CJ Hanselman. 

' Thank you, and please give me a call if you have questions. 

Sincerely, 

l 3/18/2011 

http://www.rdp-law.com
mailto:MDailey@azcc.gov

